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Social and Economic Aspects of the National 
Industrial Recovery Act* 


By Ropert E. WARREN 
(Manager, Cleveland Office) 


You will note from the program for 
this evening’s discussion that I have 
been assigned a rather broad field. 
The outline calls for a discussion of : 

1. The social and economic back- 
ground of Government control of 
Industry. 

2. Legal and accounting aspects 
of the Act. 

3. Uniform Industrial Account- 
ing in relation to codes of fair prac- 
tice. 

4. The part the accountant will 
play in the Drama of N. R. A. 


It is self-evident that the limitations 
of time, to say nothing of my own 
knowledge and experience, preclude a 
thorough and complete discussion of 
any one of these subjects, on each of 
which volumes might be written. You 
will note however that your program 
committee has arranged for a number 
of other discussions in future pro- 
grams. These discussions will give 
you more detailed information. It is 
intended that this evening’s discussion 
should form merely an introduction to 
what is to follow. 

For my part, I welcome the oppor- 
tunity to discuss the National Indus- 

*A paper read before the Cleveland Chapter 


of the National Association of Cost Accountants, 
September 21, 


1933. 





trial Recovery Act in its broader 
aspects and especially in the light of 
the social and economic background of 
Government control of Industry. 

Too often, in my opinion, we are 
inclined to consider the various fea- 
tures of the act independent of its other 
features. Certainly there is a marked 
inclination to consider the Recovery 
Act alone and to overlook the fact that 
it provides for but one feature of the 
administration’s program for the re- 
habilitation of industry and agriculture 
and the elimination of widespread un- 
employment. I am one of those who 
believe that intelligent interpretation 
of the Act and whole-hearted coopera- 
tion in the attempt to accomplish its 
purposes is possible only after a review 
of the economic experiences which gave 
birth to it and a study of the entire 
plan for dealing with these economic 
problems. Again I may be in the 
minority but I personally am convinced 
that although the Act itself may be re- 
pealed or amended, its principles, which 
for lack of a better term, I call the 
“Socialization of Industry” are here to 
stay. On every side we hear the Act 
referred to as a “temporary expedient,” 
and a “drastic treatment of a crisis,” 
with the implication that when the crisis 
has passed the treatment will be dis- 
continued. This is indicated by the 
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abbreviation which we give to the title 
of the Act. The full title of the Act 
is the National Industrial Recovery 
Act. We refer to it as the National 
Recovery Act or N. R. A. Te my way 
of thinking it would be more precise to 
call it the N. I. A. or National Indus- 
trial Act. In short, most of us look 
up to this Act, providing as it does for 
the socialization of industry, as having 
its genesis in an immaculate conception 
in the womb of depression. Or accord- 
ing to viewpoint in the illegitimate con- 
ception of depression. So that like the 
son of Hagar it will be banished to the 
wilderness with its mother. Person- 
ally | do not agree with that. [| am 
inclined to the belief that the National 
Industrial Recovery Act is the natural 
issue of social and economic forces 
which have been long at work in this 
country and in the industrial countries 
of the world. 

And at this point it will be well to 
make myself clear. I am not here to 
ballyhoo the Act. My discussion will 
not conclude with the Star Spangled 
Banner and an appeal to uphold the 
president. As far as I am concerned, 
the N. I. R. A. is an established fact. 
Whether we like it or not we have to 
function under it. It is, unquestion- 
ably, a vital part of a co-ordinated plan 
to rehabilitate industry. As such it de- 
serves the intelligent support of every 
American citizen, until something 
better is proposed. In that spirit | 
think we can all dismiss the question 
of whether or not the members of the 
N. A. C. A. will support the adminis- 
tration’s program. 

What are the economic and social 
factors behind our most recent instance 
of governmental intervention in the 
industrial organization? First, as to 
social Any one who is even on speak- 
ing terms with American history recog- 
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nizes two factors that are distinctive 
in the history of modern peoples. In 
the first place, we as a nation were 
initially an agricultural people. While 
it is true that there was an appreciable 
amount of industry in the New Eng- 
land States and along the Atlantic sea- 
board prior to 1830, it is a fact that 
the great bulk of our population and 
most of its wealth was engaged in agri- 
culture, cotton in the south, food 
products in the north. It is equally 
true that our very institutions were 
established by and for the agricultural 
classes. Jefferson who penned the 
Declaration of Independence was a 
farmer himself. He said, and it was 
not a vote catching phrase on his part, 
“Farmers are the true representatives 
of the great American Interest, and are 
alone to be relied upon for expressing 
the proper American — sentiments.” 
Jefferson sincerely believed in the com- 
mon man, but only when the common 
man had a piece of ground upon which 
to earn his livelihood and pursue life, 
liberty and happiness. Jefferson, in- 
deed, was the outstanding advocate of 
our so-called Rugged Individualism but 
even 100 years ago he realized that 
rugged individualism became ragged 
individualism when it was practiced in 
industry and the marts of trade. 

The institutions which Jefferson 
typified encouraged migration into the 
West so that in a relatively short 
period of time what had been a vast 
wilderness was inhabited by over a mil- 
lion people. These people were the 
true citizens of the United States, as 
distinct from the people of the eastern 
seaboard who were primarily citizens 
of one of the States of the Union. 


The former, the westerner and middle- 
westerner, looked to his government, 
and that government was the national 
government, for the title to his home, 
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its protection from enemies, red and 
white, and for treaties or purchases 
which would continually expand our 
frontiers to the west and provide more 
and ever more land for him and his 
descendants. In short, the national 
government was to the citizen of the 
Mississippi Valley a sort of fairy god- 
mother who with the magic wand of 
legislation would solve difficulties and 
create opportunities. 

In the East, on the other hand, there 
was developing a civilization based 
upon industry. Its leading disciple was 
Alexander Hamilton who believed not 
in rugged individualism but in the 
strength that comes from union—in a 
strong national bank, in high tariffs 
and in government subsidies to indus- 
tries. While the West was develop- 
ing in population and area, the East 
was languishing temporarily. Indus- 
try required capital and labor. The 
former was difficult to get because of 
the lack of a moneyed class. The 
latter was well nigh impossible to get 
as long as there was plenty of land to 
be obtained free of charge or at a 
nominal cost. Shortly prior to 1830, 
however, we had the invention of the 
cotton gin, which made vast quantities 
of cotton available to the textile mills 
of the north; the introduction of im- 
proved textile machinery in New Eng- 
land; and Eli Whitney, for the first 
time, introduced large scale production 
when he perfected his system for hav- 
ing each part of a musket made by a 
different laborer instead of using 
skilled mechanics each of whom turned 
out a complete musket. These indus- 
trial developments, coupled with the 
capital made available by the embargo 
and the War of 1812 and by the Tariff 
of 1828 gave industry and manufac- 
turing the impetus which they needed. 
As a result, between 1830 and 1850 


the north became industrialized, the 
frontier was pushed steadily westward, 
and the great Middle West became 
more and more of a manufacturing 
center. In 1849 the available capital 
of the country was enormously in- 
creased by the discovery of gold. 

What followed is almost current his- 
tory. The United States, although still 
agricultural, became the greatest indus- 
trial nation in the world. But with 
this industrialization of our country, 
its people retained their original ideal 
of democracy. Rugged individualism 
was preached from pulpit and public 
forum, and Washington, the national 
capital, was the place for the correction 
of all wrongs and the securing of all 
blessings. 

Prior to the turn of the century, this 
characteristic manifested itself for the 
most part in laws pertaining to the 
public lands, natural resources, etc. 
To the student of history the doctrine 
of laissez faire is incompatible with this 
characteristic. It must not be over- 
looked, however, that the average 
American voter prior to and immedi- 
ately following the Civil War was pri- 
marily interested in agriculture. Given 
ample land for agricultural expansion 
and a reasonable market for his prod- 
ucts, the rugged individualist who for 
four generations pushed back our west- 
ern frontier had only a partisan and 
academic interest in tariffs, railway 
subsidies and labor conditions in New 
England. Hence, industrial exploita- 
tion flourished and reached its highest 
point under McKinley and Mark 
Hanna. True it had a resurgence 
under Harding and Coolidge and in 
the opening days of the late lamented 
Hoover era. But in Roosevelt the 
First, the latent democracy of the 
West had found a spokesman. The 
western democrat, stimulated by the 
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populists, the free silver men and the 
long panic of the 80’s began to feel 
that the concentration of wealth in the 
“ast was not all that could be asked for. 
Wall Street, trusts and the eastern 
bankers became synonyms for the 
Devil and all his works and pomps. 
Without any attempt to catalogue the 
legislative results, we can dismiss this 
phase of the subject by referring to the 
[Interstate Commerce Commission, The 
Sherman Anti-Trust Act, the Federal 
Trade Commission, and similar laws 
and agencies as the inevitable result of 
a democratic people, steeped in the 
tradition that their government can 
solve all difficulties, attempting to con- 
trol capital and industry for the bene- 
fit of all. This then is the social and 
political background with which we, as 
a people, approached the events of 
1929 to 1933. If I have bored you 
with a review of history it is only be- 
cause, in my humble opinion, in at- 
tempting to interpret legislation and 
legislative trends, it is vital to interpret 
the public opinion upon which such 
legislation is and will be predicated ; 
and in particular it is vital to remem- 
ber that although we Americans pride 
ourselves on rugged individualism, we 
have never hesitated to curb some one 
else’s ruggedness when we, rightly or 
wrongly, believed that the individual’s 
ruggedness resulted in the mass’s rag- 
gedness. 

So much for social and _ political 
influences. Now for the economic. 
Speaking from a financial and indus- 
trial viewpoint, the three factors which 
stand out in our economic history are 
a frequent recurrence of over-produc- 
tion, over-expansion and over-mechan- 
ization. Whether the recurrence of 
these evils at more or less frequent 
intervals in our history may be attrib- 
uted to our zeal for doing things not 


only thoroughly but extensively is be- 
side the point. The United States fur- 
nished a fertile field for rapid and 
extensive industrial development. Pos- 
sessing almost limitless natural re- 
sources ; containing a citizenship which 
by heritage and tradition welcomes in- 
novation and change in methods and 
scale of living; and because of an al- 
most constantly increasing local market 
dependent only to a small degree upon 
international trade, the United States 
invited and got rapid industrialization 
and rapid expansion. Coupled with a 
genius for industrial organization 
which characterizes American Indus- 
try, the constant and rapid mechaniza- 
tion of industry was inevitable. Start- 
ing with the cotton gin and_ the 
systematized production methods of 
Kli Whitney, the United States has 
steadily and consistently led the way in 
the development and use of labor sav- 
ing devices and the increasing of indus- 
trial efficiency. 

Naturally such development could 
not occur without growing pains. 
Rapid and enormous profits in new 
industries invited new capital and the 
resultant cut-throat and ruinous compe- 
tition. For a time, in any given period 
of industrial expansion, as man power 
was replaced in established trades by 
machine power, new industries created 
new demands for the released man 
power. Inevitably, however, at various 
periods in each era of expansion, man 
power was discarded faster than it 
could be absorbed by new industries. 
Unemployment, declining domestic 


markets, and finally a collapse of credit 
and industry, followed. Then we had 
what is known as a panic or depres- 
sion. It is not necessary to discuss in 
detail each of these so called panics or 
depressions and compare them with 
that through which we are now pass- 
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ing or, let us hope, have just passed. 
Suffice it to say that “there is nothing 
new under the sun.’ What happened 
between 1921 and 1933 has happened 
time and again in our history, and each 
time it happened we have not only sur- 
vived but emerged into another era of 
expansion which dimmed anything 
that had gone before. 

This being so it is but natural to ask 

-Why all the furor now? Why not 
allow natural economic forces to work 
naturally? There are two valid rea- 
sons why this laissez faire, or to trans- 
late freely, letting things alone, policy 
is not popular. First is the American 
trait which I stressed at the outset. 
This is the belief that the national gov- 
ernment can and will solve all difficul- 
ties political, moral and economic. The 
second, and the most important, is be- 
cause, although this depression is no 
different in character (and possibly in 
relative extent) from those of the past, 
its causes are more deeply rooted and 
hence more difficult to eradicate. In 
other words, the roots of this depres- 
sion are so deep that to those in power 
it appears that we cannot afford to 
wait for them to die but must immedi- 
ately proceed with an uprooting proc- 
ess. The factors which seem _ to 
warrant this conclusion can be quickly 
reviewed. 

Look about at the leading industries 
of the day—automobiles, rubber, elec- 
trical equipment. Twenty-five years 
ago they were in their infancy. Thirty 
years ago they were, for a considerable 
part, unheard of. This means that in 
the experience of one generation our 
industrial activity has undergone a 
gigantic change in its essential char- 
acter. While this change was taking 
place we went through a world war, 
which while it ruined the man power 
and the finances of the leading indus- 


trial nations of the old world, left us 
practically untouched as to man power 
and immeasurably wealthier in terms 
of gold. As a result we were in a 
position to finance our own expansion 
on a scale unprecedented in _ history. 
Furthermore, and of even greater im- 
portance in considering the causes of 
the current or recent depression, we 
were able to finance extensively our 
foreign trade. You will recall that we 
had in 1920-1921 what was then called 
a business depression. It was the be- 
ginning of the decline in domestic 
consumption on top of a complete col- 
lapse of the foreign market due to a 
lack of credit. By supplying that 
credit, in other words, by loaning the 
Europeans the gold to pay us for our 
goods, we bolstered up the foreign 
market and continued, even longer than 
would ordinarily have been the case, 
our expansion and development. 

Contemporaneous with this develop- 
ment, we steadily mechanized our 
industry on an enormous scale. With- 
out stopping to ask ourselves how the 
labor released by this mechanization 
was being absorbed in new industry; 
or to question the effect on our do- 
mestic markets of technological unem- 
ployment and the shrinkage of pay 
rolls in relation to factory output, we 
rushed blindly on, striving for more 
and more production to supply what 
we believed to be an insatiable market. 
Today, deserted industrial buildings 
and expensive machines standing idle 
throughout the entire country are mute 
witnesses to the result of this policy. 

[ have no desire to pose as a prophet 
or to use that most hated of all phrases, 
“T told you so.” But I had one experi- 
ence which to my mind strikingly 
illustrates the wind we were sowing 
during the decade preceding 1929. 
Like some of the other members of 
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this chapter I attended the annual 
meeting of the N. A. C. A. in June, 


1929. Those of you who attended, or 
followed in our year book the proceed- 
ings of that meeting will recall that 
the discussion all had to do with re- 
ducing costs and primarily labor costs. 
Wage incentive plans, labor control 
plans and labor saving systems and 
devices were outlined, all of which 
were intended primarily to eliminate 
the inefficient worker but which actu- 
ally resulted in a steadily increasing 
standard of efficiency which would in- 
evitably decrease the number of effi- 
cient labor units. It would be but a 
slight exaggeration to say—and if you 
will read again the minutes the 
discussion [ am sure you will agree 
with me—that carried to its logical 
conclusion the ideal of the assembled 
cost accountants was to reduce labor 
costs to the vanishing points. At the 
conclusion of one of the sessions, when 
we had listened to one particularly able 
and experienced speaker describe how 
pay rolls had been reduced in his 
industry, | was asked by one of my 
friends what important thought I was 
carrying away with me and | replied, 
“That we are headed for socialism or 
a law like Herod's for killing off every 
other male offspring.” That was by 
way of saying that efficiency ceases to 
be efficient when it destroys one market 
—its own labor—without making sure 
that it has found another. 

Be that as it may, we can summarize 
recent economic history by saying that 
over-production, over-expansion and 
over-mechanization of industry led to 
the final collapse and to a collapse on 
an unprecedented scale. Even if time 
permitted, it seems to me unnecessary 
to discuss the financial or fiscal col- 
lapse which attended the collapse of 
industry. It seems obvious that capi- 
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tal invested in idle plants is wasted 
capital; that credit based on unsound 
expansion is unsound credit; and that 
values based on wasted capital and un- 
sound credit should shrink or be de- 
flated. 

What to do about it? 

In the words of the popular song we 
might “put out the light and go to 
bed,” there to await the absorption of 
over-production and the coming of new 
industries to rehabilitate our foreign 
and domestic markets. 

Or we can—and the national admin- 
istration has chosen to do so—under- 
take a co-ordinated plan on a national 
to stop deflation of property 
values and rationalize industry so as to 
insure a fair profit to capital and a 
maximum of employment to labor. 

To accomplish this we have had a 
procession of legislative enactments 
which came with a rapidity that was 
almost dismaying. These acts are in- 
tended to: 


scale 


1. Stop the deflation of property 


values by inflating currency and 
credit if that becomes necessary ; 
? 


Restore the purchasing power 
of the American farmer by increas- 
ing the relative market value of his 
production ; 

3. Restore the purchasing power 
of the American laborer by increas- 
ing employment through a reduction 
in hours, an increase in rates, and 
the elimination of child labor; and 

4+. Insure profitable industrial 
activity by eliminating ruinous com- 
petition and preventing unfair prac- 
tices. 


The law giving the president power 
to control our currency and _ bring 
about inflation, should he deem _ it 
necessary, is one that I frankly am not 
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qualified to discuss. It will suffice for 
our purpose to say that a controlled 
currency is highly desirable if it can 
be accomplished. We have just passed 
through a period of deflation and we 
know its evils. The evils of inflation 
are equally bad. Our monetary system 
is somewhat like a tire. Under-infla- 
tion is as bad as over-inflation. Only 
proper inflation brings safety and com- 
fort. The administration is proceed- 
ing on the theory that the best way to 
stop further deflation is to start some 
inflation. In this connection it is my 
humble opinion that the things the 
administration has not done bespeak 
for it our cooperation as much if not 
more than the things it has done. 
Considering alone the effect on closed 
banks of the rise in security and real 
property value which would certainly 
result from wholesale inflation, we can 
readily appreciate the good judgment 
and restraint that so far at least have 
kept inflation within 
bounds. 

In connection with the agricultural 
markets, we have had the so called 
“Agricultural Adjustment Act.” Ac- 
cording to its title this Act is intended 
primarily “to relieve the existing eco- 
nomic emergency by increasing agri- 
cultural purchasing power.” Briefly, 
the Act provides for reducing the pro- 
duction of certain commodities where 
supply patently exceeds demand; for 
fixing the price of certain commodities 
where that appears essential; and for 
the redistribution of a portion of the 
ultimate profit on agricultural products 
by means of the so-called processing 
tax. 

Finally we come to industry itself 
and the National Industrial Recovery 
Act. This Act has a threefold func- 
tion as outlined in its three titles, 
which is as follows: 


reasonable 
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Title 1... . provides a program of indus- 
trial recovery through removal of obstruc- 
tions to the free flow of interstate com- 
merce, promotion of cooperative action 
among trade groups and between labor and 
management, elimination of unfair competi- 
tion, and relief of unemployment, all under 
adequate governmental sanctions and super- 
vision in order to protect the public interest. 


This discussion, for reasons that are 
apparent, can be limited to Title One. 

As stated in that title, this portion 
of the Act is intended to: 


1. Remove obstructions to the free 
flow of trade; 

2. Promote cooperative 
among trade groups; 

3. Promote cooperation between 
labor and management ; 

4. Relieve unemployment ; 


5. Eliminate unfair competition. 


action 


The following methods are provided 
for carrying out the policies of the Act: 
1. Voluntary Codes 
2. Mandatory Codes 
3. Trade Agreements 
4. Labor Agreements 
5. Limited Labor Codes 
9. Licensing. 


On 


According to 


the Congressional 
Committee 


reports, the President is 
authorized to approve such a code only 
if he finds the following: 
(1) That the association or group 
admits equitably to member- 
ship all who are engaged in 
the same trade or industry. 
That the association or group is 
truly representative of the 
trade or industry for which it 
speaks. 
(3) That the code presented will 
not promote a monopoly. 
(4) That the code will not oppress 
or discriminate against small 
enterprises. 


(2) 
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(The law as enacted also pro- 
vides that “such code or 
codes. shall not permit 
monopolies or monopolistic 

practices.” ) 

(5) That employees will have the 
right to organize and bargain 
collectively, through  repre- 
sentatives of their own choos- 
are 

(6) That no employee will be re- 
quired as a condition of em- 


ployment to sign an = anti- 
union contract 
(7) That employers will comply 


with the maximum hours of 
labor and minimum wage of 
pay and standards for other 
working conditions approved 
by the President 
(In the law as finally enacted 
the phrase “conditions of em- 
ployment” is used. ) 
(8) That the code will tend to effec- 
tuate the policy of this title. 


As soon as a code has been approved 
by the President, it becomes effective 
for the entire industry to which it ap- 
plies. Immediately the law, Section 5, 
specifically exempts any action in com- 
pliance with such a code from the pro- 
visions of the anti-trust acts. 

Even a cursory reading of the Act 
will disclose that, with the possible ex- 
ception of the sections pertaining to 
labor relations, the Act makes manda- 
tory the type of trade association 
agreement that most industries have 
hoped for but had heretofore found 
impossible of attainment because of the 
anti-trust laws and the lack of a legi- 
timate method for disciplining non- 
observers. 

Recently we have heard more about 
the labor provision than any other. In 
fact there seems to be a more or less 


widespread opinion that the Act pro- 
vides for nothing more than the elimi- 
nation of child labor and the organiza- 
tion of labor into groups which will 
secure shorter hours and more pay for 
their members. That this is not the 
case is clearly shown by a hasty read- 
ing of the recently published code for 
the Bituminous Coal Industry. Fair 
market prices are established, rebates, 
discounts and secret allowances are 
banned as unfair practices, and ample 
provision is made for enforcing the 
code. 

Review of the Act itself, and of 
the code for the Bituminous Coal 
Industry as a typical example of what 
the act produces, leads to the inevitable 
conclusion that it does not put the gov- 
ernment into business unless and until 
business shows its inability or unwill- 
ingness to utilize the Act to its own 
advantage. As Walter A. Staub said 
in an article on the Act in The Certi- 
fied Public Accountant: 

Business men, who have for years com- 
plained abcut the hampering restraints of 
the antitrust laws and of the destructive 
tactics of an obstreperous and destructive 
mincrity in an industry, now have their op- 
portunity to demonstrate what can he ac- 
complished with these disturbing 
removed or controlled. 


factors 


3efore passing to the accountant’s 
part in the utilization of the Act, | 
think one section should be referred 
to which is vitally important but has 
received little comment generally. It 
is sub-section (e) of Section 3. That 
sub-section provides that “on his own 
motion, or when any labor organiza- 
tion, or any trade or industrial associa- 
tion . . . or group shall 
make a complaint that any 
articles are being imported into the 
United States on such terms 
as to render ineffective or seri- 
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ously to endanger the maintenance of 
any code the President may 
cause an investigation to be made and 
if . . . the President shall find the 
existence of such facts, he shall 

direct that the articles concerned shall 
be permitted entry into the United 
States only on such terms and condi- 
tions as he shall find it neces- 
sary to prescribe in order that the 
entry thereof shall not render 
ineffective any code or agreement made 
under this title.” 

The importance of that section is 
that it indicates that the administra- 
tion will not expect domestic indus- 
tries complying with the code to com- 
pete with similar foreign industries 
where child labor, low labor rates or 
other low cost factors enable them to 
put articles into the United States at 
less than costs under the code. It is 
too early of course to have witnessed 
the application of this section. The 
developments will be interesting when 
they come. 

Briefly then, the Act provides for 
codes which are essentially agreements 
within trades and industries for fair 
rather than unbridled competition ; for 
labor agreements which should better 
labor conditions and increase labor’s 
purchasing power ; and for the elimina- 
tion of unfair competition from 
abroad. 

Now what is the accountant’s part 
in what the program calls the Drama 
of N. R. A.? 

That the Act not only opens the 
way for, but actually demands, the 
services of accountants on a scale that 
we have never before experienced is 
at once apparent. On the question of 
fair competition, for instance, every 
code that I have had an opportunity to 
review provides in substance that prod- 
ucts shall not be sold for less than cost 





What is 
What is a fair market price? 
Certainly the answer to the questions 
in any given industry must come from 
accountants. 


or for a fair market price. 
cost? 


So far, of course, indus- 
try has been engaged largely in deter- 
mining wage scales and hours of labor. 
That is natural in view of the desire of 
the administration first of all to in- 
crease employment and pay rolls. 

But it is inevitable that such matters 
as costs, market prices and quotas will 
come up for consideration in the im- 
mediate future. These will raise col- 
lateral questions which accountants as 
a group will be expected to answer. 
To detail all of them would be to read 
The Accountant’s Index. An idea of 
the opportunity with which accountants 
are faced can be gleaned from a brief 
outline of only a few of these subjects. 
They include: 

Compilation of operating statistics, 

Advertising policies where quotas 
are established, 

Determination of fair sales prices 
under varying conditions in dif- 
ferent localities and markets, 

Adjusting budgets, 

Uniform cost accounting. 


Indeed, I can see the opportunities 
with which the accountant is faced. I 
can also see some of the dangers which 
will result if we accountants do not, 
while welcoming the opportunities, 
recognize the limitations of our profes- 
sion and take steps to bring them to 
the attention of the public. Frankly, 
| am somewhat alarmed at the almost 
childlike faith which is from time to 
time expressed by the public, the press, 
our legislators and courts and even 
some economists, in the ability of ac- 
countants to collect and interpret a 
great mass of detailed and intricate 
information relative to a highly in- 
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volved industry and present all of those 
facts in a brief and simple statement 
which will enable the man in the street 
to understand the past and foresee the 
future of that business. If you think 
| am exaggerating what the public is 
expecting of us read the decision of 
the court in the famous Youngstown 
Sheet and Tube-Bethlehem merger 
case. Read the testimony before the 
Senate Committee investigating Stock 
xchange practices. Read the recent 
Federal Securities Act. 

Sehind all of these there is the idea 
that standardized accounting is a simple 
matter; that the only reason it has not 
advanced further is to be found in the 
ignorance or dishonesty of accountants 
and the management of large indus- 
tries. They overlook entirely the les- 
son to be learned from our experience 
with the income tax laws. Because in 
my opinion it is important that the 
public should be apprised of our limi- 
tations as well as of our abilities | 
think we should frequently refer to 
that experience. 

As a result of our income tax laws 
it became necessary for the govern- 
ment to determine the true annual net 
income of all corporations, business 
organizations and individuals. Except 
as they concerned or in some way 
affected income or expense, the Income 
Tax Unit was not concerned with ques- 
tions involved in proper valuation of 
assets, classification of accounts and 
similar problems which are essentially 
those of the balance sheet as distinct 
from the income account. If the task 
facing accountants under the N. R. A. 
is at all feasible, it is logical to say that 
the task now in the hands of the Treas- 
ury Department and the Commissioner 
of Internal Revenue is_ relatively 
simple. Yet the fact remains that the 
differences of opinion which arose as 
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between the Treasury Department and 
the taxpayers required that a special 
board for adjudication of these differ- 
ences should be established in 1924. 
Since that time this board has decided 
thousands of cases. The record of its 
decisions to December 31, 1932 fills 26 
volumes. In addition, the reports of 
decisions of the courts of the United 
States on tax matters filled 11 volumes 
up to January 1, 1933. These differ- 
ences as to the proper determination 
of net income were not always  be- 
tween the taxpayer and the govern- 
ment. Not infrequently the courts 
themselves disagreed and the question 
had to be submitted to the Supreme 
Court of the United States for deci- 
sion. Indeed, it is interesting to ob- 
serve the large number of cases in 
which there was a division of opinion 
in the Supreme Court itself. 

It is true, of course, that in all of 
these cases the question of properly 
accounting for income was not in- 
Some of them involved ques- 
tions of inheritance tax, administrative 
provisions and questions of law instead 
of fact. Even after a generous allow- 
ance for cases of this character, the 
experience of the Income Tax Unit 
with the problem of the proper deter- 
mination of net income indicates that 
outlining standard accounting reports 
and determination of how they shall 
be prepared is a colossal problem. 

Do not misunderstand me. I do not 
hold that accountants cannot or will 
not measure up to the task required of 
them under the N. R. A. I do not 
believe that a reasonable degree of 
uniformity and standardization of ac- 
counting procedure and statements is 
not possible and desirable, though | 
think this is much more important and 
feasible with respect to principles on 
which they are based than in their de- 


volved. 
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tailed form and routine. But | do 
insist that we must recognize and in 
so far as possible educate the public to 
our limitations as well as to our capa- 
bilities. Otherwise we shall suffer in 
prestige, and the public expecting the 
impossible will be disappointed and dis- 
illusioned. Still more important, legis- 
lation predicated on such errors will 
not only fail but may even retard the 
recovery. 

An instance in point, in my opinion, 
is the Federal Securities Act. That 
act imposes upon corporate manage- 
ment and public accountants a respon- 
sibility that any reasonably cautious 
individual would assume with the great- 
est reluctance. Indeed, it penalizes a 
man not merely for fraudulent actions 
but for errors of judgment. The un- 
necessary and useless harshness of the 
Act is, to a large degree, the result of 
the fact that those responsible for the 
law failed to recognize that, although 
accounting is sometimes referred to as 
an exact science, it is at the same time, 
and even more, a philosophy. That is 
to say, accounting assembles facts and 
to that extent may be termed a science ; 
it must, however, also interpret those 
facts and this interpretation is not a 
matter of exact science but of opinion 
and judgment. For instance, the 
Securities Act provides that the man- 
agement and the accountants shall be 
personally liable for any loss on securi- 
ties issued under the Act if there has 
been an omission of any material fact. 
What is a material fact in any given 
case? Obviously the answer is a mat- 
ter of opinion. Yet accountants and 
the management of corporations are 
called upon to express their opinions 
and pay heavily if they are wrong. 

This is just one feature of the Act, 
which is based on the assumption that 
an accountant’s opinion must always be 


right or he may pay for his errors. 
Such a degree of infallibility isn’t ex- 
pected even of our courts, for we have 
a regular machinery for appealing from 
the opinion on which judgment is 
based. As I said before, laws such as 
this, based on a misunderstanding of 
the functions of accountancy, increase 
our difficulties and actually impede 
progress. The Federal Securities Act, 
in my opinion, is doing much to retard 
recovery. At a time when we hope 
for credit expansion, conservative cor- 
porate management hesitates or re- 
fuses to issue securities under the led- 
eral Securities Act. It is a fact that 
new issues during the last three months 
are considerably below normal in spite 
of the fact that maturing issues during 
the last three months of the year are 
above average. As a result, while the 
administration is earnestly urging an 
expansion of bank credit, we find that 
the excess reserve of member banks 
with the Federal Reserve System 
reached the unprecedented amount of 
$700,000,000, during the week ended 
September 16, 1933. 

Before concluding, I feel that | 
should apologize for having consumed 
so much of your time. Believe me 
when | say that in attempting to deal 
with the subject assigned to me my 
greatest difficulty was in determining 
not what to say but what not to say. 
Whether or not you agree with my 
opinions, if my discussion has given 
you a new viewpoint from which to 
consider the N. R. A.; if I have added 
anything to your understanding of the 
Act; and if I have shown you the op- 
portunity, and especially the respon- 
sibilities, which this Act, and its fellow 
acts intended to aid recovery, places 
before each of you as accountants, I 
believe you will be repaid in some meas- 
ure for the time spent. I thank you. 











12 LDR. JOU RH 4.6 





Cooperation Between Bankers and Accountants 


For many years past, the Robert 
Morris Associates, an association of 
financial credit men, and the various 
organizations of accountants, including 
the American Institute of Accountants, 
the New York State Society of Ac- 
countants and other societies, have co- 
operated in developing a fuller under- 
standing of each other’s problems. 
This can but result in more effective 
work on the part of the accountants, 
and in support from the bankers for 
the wider acceptance of sound account- 
ing principles by business concerns 
which are borrowers from the banks. 

The letters reproduced below, which 
were sent out simultaneously on De- 
cember 20, 1933 by the American 
Institute of Accountants and the Rob- 
ert Morris Associates, are another 
instance of cooperation between the 
two professions : 


The following letter was sent to the 
Members and Associates of the Amert- 
can Institute of Accountants by the In- 
stitute’s Special Committee on Cooper- 
ation with Bankers: 

At the present time, when the national 
administration is bending all efforts to 
obtain greater utilization of bank credit, it is 
of particular importance that all obstacles to 
the free granting of legitimate and justi- 
fiable short-term credit be removed. To 
this end, the bankers, in discussions with us, 
have emphasized the following points which 
both believe will be of aid in accomplishing 
the desired results: 


1. Grantors of bank credit desire to be 
furnished with audit reports containing bal- 
ance-sheet, statement of operations, and sur- 
plus analysis with an expression of the 
accountant’s opinion thereon, together with 
supporting schedules and significant com- 
ments on matters of interest to creditors. 
The bankers assure us that for any client 
who objects to leaving such confidential in- 





formation in the files of the bank, satisfac- 
tory arrangements can be made to see that 
it does not get into the hands of competitors 
or other outside interests. The bankers feel 
that the Federal Reserve Board bulletin en- 
titled l’erification of Financial Statements 
is the best available outline of scope of an 
audit for credit purposes. 

2. Balance-sheets submitted by accountants 
should be presented in reasonable detail 
rather than in condensed form. In the 
bankers’ experience condensed statements 
have at times had the effect of concealing 
items which would be of significance to 
credit grantors. The accountant, therefore, 
should exercise special care in approving a 
condensed balance-sheet for publication. 

3. The bankers desire that the accountants 
shall increase the scope of their investigation 
with regard to inventories that may appear 
on balance-sheets which are to be used for 
credit purposes and suggest that the account- 
ants be more aggressive in urging clients 
to authorize and pay for increased work in 
this respect. The bankers further indicate 
that they are willing to support the account- 
ants by urging their credit seekers to author- 
ize such additional work with regard to the 
inventory as the accountants deem necessary 
in order that the banker may obtain the full 
value of the accountants’ opinion with regard 
to this important element of the balance- 
sheet. They recognize that physical ap- 
praisal does not come within the scope of 
the profession of accountancy, but they do 
desire the accountants, in addition to sub- 
stantiating the clerical accuracy of the inven- 
tory and the testing of prices, to use such 
further methods of substantiating the quan- 
tities and the salability of the merchandise 
as may come within the range of proper ac- 
counting procedure. While the accountant 
cannot assume responsibility for the sala- 
bility of merchandise, yet he should give the 
banker the benefit of whatever tests he may 
he able to make from the records that would 
enable the banker to render a more accurate 
judgment upon this salient point. Such ad- 
ditional information may increase the bank- 
er’s confidence that his judgment is well 
founded, to such an extent that it may fa- 
cilitate the granting of the full amount of 
credit that is justified in each case. 


me. 








Enclosed herewith is a copy of a letter 
addressed to members of the Robert Morris 
Associates by their Committee on Coopera- 
tion with Accountants which indicates that 
the accounting profession can expect support 
of the bankers in efforts to make their 
examinations of more utility for credit pur- 


poses. 


The following letter was sent to the 
Members of the Robert Morris Asso- 
ciates by the Associates’ Committee on 
Cooperation with Public Accountants: 


As the period of the year is approaching 
when banks begin to look forward to re- 
ceiving the annual balance sheets of their 
customers your Committee on Cooperation 
with Public Accountants offers the follow- 
ing suggestions in the hope that they may 
be of assistance. 

The desirability of unrestricted audits 
with accountants’ unqualified certificates was 
never a more important consideration for 
companies needing credit than at the present 
time. The management may not always 
realize this, but may feel satisfied with the 
correctness of its own accounting records, 
and regard an audit as an expense imposed 
upon it from outside. In such cases, it may 
endeavor to get the work done at a mini- 
mum of cost ‘without regard to quality. 
Auditing is not an expense on which to prac- 
tice undue economy. The borrower should 
be impressed with the importance of allow- 
ing the accountant a fee commensurate with 
an adequate examination. He should not 
jeopardize his credit standing by creating 
the doubts which arise in the mind of the 
credit man when he sees a qualified certifi- 
cate resulting from a restricted audit. 

It is to the borrower’s interest to allow 
the accountant to assemble and verify all 
pertinent facts, not only to facilitate the ob- 
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taining of credit, but also to provide the 
management with dependable figures to 
guide it in directing the business. Speaking 
from the banker's standpoint, it is desirable 
to have detailed information in a compre- 
hensive report by the accountant. 

In connection with the inventory, too 
much emphasis cannot be placed upon the 
desirability of obtaining an independent 
verification by the accountant or other out- 
side representative which will clearly show 
the salability of the merchandise, as well as 
the correctness of the inventory figure. This 
is particularly true this year when so many 
companies have materially increased their 
inventory in anticipation of rising prices. 
An audit is intended as an independent 
expert opinion regarding the fairness of 
the balance sheet which hardly can be con- 
sidered complete when a major item such 
as merchandise has not been substantiated. 
We do not advocate that the accountant take 
the inventory or necessarily supervise it, 
provided the company has adequate records 
which automatically check the inventory 
quantities. We do believe, however, that 
the accountant should satisfy himself by rea- 
sonable tests that the quantities were on 
hand, and that the basis of valuation, as 
well as computations, is accurate. 

The Committee on Cooperation with 
Bankers of the American Institute of Ac- 
countants has recently addressed a letter on 
this subject to their members, copy of which 
is enclosed. Their letter indicates the desire 
of the accountants to work in close coopera- 
tion with bankers in obtaining the type of 
audit report needed for credit granting. 

Your Committee recommends that each 
member of the Robert Morris Associates 
provide himself with copies of both letters 
for distribution among his customers in ad- 
vance of their annual audits. The Secre- 
tary’s office will be able to provide all the 
copies that the members wish to use. 














LRB.& M. JOURNAL 


Tax ‘Avoidance’ and Tax ‘‘Evasion’’ 


Under the fly-leaf of Colonel Mont- 
gomery’s Federal Tax Handbook 
1933-1934, recently issued, there was 
inserted a sheet setting forth the fol- 
lowing comments over the Colonel’s 
signature, which are reprinted here be- 
cause of the clear distinction which is 


“ce 


drawn between “avoidance” and “‘eva- 
sion”’: 
During his later years on the United 


States Supreme Court Bench, Justice Holmes 
was noted for his uncompromising attitude 
towards all those who evaded the laws of 
the land. But he never allowed himself to 
be influenced by uninformed public clamor. 
Few judges have had a greater facility for 
the use of expressive language. In George 
D. Horning v. District of Columbia, (254 
U.S. 135) he sums up the difference between 
“avoidance” and “evasion” when he says: 

“It may be assumed that he intended not 
to break the law, but only to get as near 
to the line as he could, which he had a right 
to do; but if the conduct described crossed 
the line, the fact that he desired to keep 
within it will not help him. It means only 
that he misconceived the law.” 

Avoidance does not even involve moral 
turpitude. When tax rates are oppressive 
and unscientific, the instinct of self-preserva- 
tion asserts itself strongly. When there is 
no concealment of material facts there can 
be no “wilful” evasion. 
negligence. 


There is not even 
The law purports to define in 
meticulous detail what sort of transactions 
are taxable. If taxpayers can think of a 
way of doing something, which way is not 
forbidden in the law, there is no fraud, nor 
attempted evasion. The courts uniformly 
protect taxpayers who merely select methods 
of transacting business which involve the 
least or no liability for tax. The position 
of taxpayers under a highly intricate tax 
law is not that of an independent, impartial 
judge trving to be fair no matter who is 
hurt. No possible criticism can be directed 
at taxpayers who follow the law as it 1s, 
rather than as it would be, if Congress had 
said something else. 

The newspapers have been full of criti- 
cisms of taxpayers who have deducted losses 


during recent years. Usually the taxpayers 


have been accused of “evading” taxation. 
We are told that the next Congress will stop 
these nefarious practices. The only infer- 
ence is that hereafter losses will not be al- 
lowable deductions. No one seems to sym- 
pathize with the taxpayer’s actual position. 
Perhaps he paid $100,000 for securities in 
1929. He sold them in 1931 for $20,000. 
He had income from other sources on which 
if he had no allowable deductions he would 
pay a tax of $10,000. He deducts his se- 
curity loss of $80,000 and pays no tax, and 
thus qualifies as a malefactor. 

Is it not obvious that he is actually out of 
pocket the difference between $80,000 and 
$10,000? The $100,000 investment may have 
represented the savings of a lifetime. Dur- 
ing the years he was saving the $100,000 he 
paid taxes on it, probably much in excess 
of $10,000. He deserves sympathy, not criti- 
cism, even though the sale was made to his 
wife. If the sale was made at market prices 
and all of the other elements of a valid 
sale were present, the loss was allowable un- 
der the law. 

The important point is that something 
which cost $100,000 dropped to $20,000. No 
attempt should be made to deprive taxpayers 
of the opportunity to offset losses against 
gains. There should be no unjust and un- 
scientific provisions in tax laws. It will be 
deplorable if taxpayers take the same atti- 
tude toward tax laws as they did towards 
the Eighteenth Amendment. 

I do not believe in threats, I do believe in 
cooperation. As I have pointed out in my 
tax books, there are many allowable deduc- 
tions of which taxpayers do not take advan- 
tage. There are many lawful ways of re- 
ducing taxes. 
payers who 


But no one can criticize tax- 
follow the tax laws and at the 
same time minimize their burden. Certainly 
taxpayers have had little to do with framing 
tax measures. If there has been no coopera- 
tion it is not the fault of taxpayers. 


Due to the many new rulings, regu- 
lations and changes in the federal in- 
come tax law since the issuance of the 
previous edition, each member of our 
staff is urged to peruse carefully the 
new edition of the Handbook. It 
should repay the readers generously. 
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Four Days 


ry 


By A. R. 


to Go Eight Miles 


SCHUMANN 


(Chicago O fice) 


All of us have experienced the feel- 
ing of relief upon awakening after a 
night of terrifying dreams but the 
relief after an actual experience of 
terror is even more gratifying. Some 
dreams seem so real that upon awaken- 
ing it is hard to believe that the actual 
happenings did not take place, just as 
some actual experiences are so unreal 
as to make them seem like bad dreams. 

However, this is not intended to be 
a discourse on dreams but is to be a 
story of my Christmas holiday trip to 
a little place in named 
Washington Island. As the island is 
barely 300 miles from Chicago it is 
hard to imagine a place so inaccessible 
as to take four days to travel a dis- 
tance of eight miles, but that was my 
actual experience. 

The map of Wisconsin has been 
likened to the shape of a mitten. The 
tip of the thumb is surrounded by 
Green Bay waters on the west and 
Michigan waters on the east 
while to the north lies Washington 
Island, a distance of eight miles from 
the mainland. 


Wisconsin 


Lake 


The body of water 
separating the island from the main- 
land is called Death’s Door, being so 
named because of the treacherousness 
of its currents and the legend that an 
entire Indian tribe met its death while 
attempting to cross this stretch of 
water in canoes. 

The island is approximately six miles 
square and because of its beautiful 
rocky cliffs, sand beaches, virgin woods 
and its abundant hunting and fishing 
grounds it has become one of the 
favored summer resorts. The winters 
are equally beautiful with the white 


glistening snow clinging to the ever- 
greens and the ice forming grotesque 
figures on the cliffs and shores. This 
winter beauty, however, does not ap- 
peal to the inhabitants of the island, 
numbering about 700, as it is the means 
of isolating them from the outside 
world and in exceptionally bad weather 
mail and supplies cannot leave nor 
reach the island for days at a time. 
Fishing and farming are the principal 
occupations of the inhabitants but in 
severe winters even fishing is sus- 
pended as the boats become locked in 
the ice and remain so until the spring 
thawing. Some ice fishing is done, 
mainly for home consumption and 
recreation. 

The only means of reaching the 
island during the winter months is on 
the mail-boat which attempts to make 
a daily crossing, or, when the water 
freezes over solid, as happens almost 
every winter, some of the hardier and 
more daring inhabitants walk across 
or drive their autos over on the ice. 
This, of course, is very dangerous as 
the ice shifts and breaks with changes 
in the winds and serious accidents are 
not infrequent. 

My wife and |, on our usual Christ- 
mas visit to her folks, started for the 
island Friday evening, driving all night 
and arriving at the mainland side of 
Death’s Door early Saturday morning. 
The trip up was uneventful with the 
exception of witnessing the beginning 
of one of the severest storms experi- 
enced in that section in years. We 
parked our car in the woods and after 
a short wait for the mail-boat started 
across to the island to enjoy a few 

















16 
days of Christmas Cheer. The waters 
were quite choppy but no ice had 
begun to form and we arrived safely 
at the island although | must confess 
that the rough water caused me con- 
siderable discomfort. 

As | had an uncompleted report to 
finish in the office I planned to be back 
in Chicago Tuesday morning which 
would necessitate our leaving the 
island Christmas morning. As _ it 
turned out, Mother Nature had other 
plans and was most obstinate in their 
fulfillment. 

Early Monday morning, Christmas 
day, we bade adieu to the family and 
made our first attempt at crossing to 
the mainland. We had received re- 
ports from various parts of the island 
and found the lowest temperature to 
be 24° below zero. A northwest wind 
was blowing a gale and the mail-boat 
was locked in the ice a mile and a 
half from shore. The family had ad- 
vised against our attempting to cross 
that day but there was that unfinished 
report in the office and I had visions 
of difficulties in trying to explain to 
any one in Chicago the impossibility 
of traveling a distance of only eight 
miles in a day in any sort of weather. 

After borrowing all the clothing one 
could possibly wear we started the long 
walk to the mail-boat. I might men- 
tion that this boat is a powerful 40 
foot tug and is manned by Captain 
Carl G. with the aid of my wife’s two 
brothers, Paul and Arni. The snow 
was from one foot to four and five 
feet deep in the drifts and made walk- 
ing well nigh impossible. The five of 
us walked in single file so as to make 
a better track and afford somewhat of 
a lee for the person following. After 
what seemed an interminable length of 
time we reached the boat only to meet 
with our first disappointment—the 
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boat was locked fast in the ice. Be- 
yond it, almost as far as one could see 
there appeared to be nothing but solid 
ice, although we knew that the “Door” 
had not frozen over as steam clouds 
were visible in the distance. These 
clouds are formed by the cold air com- 
ing in contact with the warmer water 
and often the clouds get very dense 
and rise to a height of more than 200 
feet. We all climbed aboard the boat 
to rest up for a while and have a cup 
of hot coffee before retracing our steps 
as Captain Carl G. had said it would 
be foolish to try to break through all 
that ice. Paul soon had a fire going 
in the stove and in a short while the 
aroma of hot coffee was most wel- 
come. The trek back from the boat 
was done with much grumbling and 
complaint as we knew that on the mor- 
row we would again have to repeat this 
almost unbearable walking. 

However, that night we received re- 
ports that two men from the coast 
guard station had walked across to the 
mainland by taking a northern route, 
and Paul, Arni and | decided that the 
three of us would get an early start 
the next morning and try walking 
across. Of course, that meant I would 
have to leave my wife and our luggage 
on the island and take a chance on 
being able to hire someone on the other 
side to drive me down the country to 
Sturgeon Bay where I could get an 
evening train to Chicago. 

We made the early start next morn- 
ing all right, dressing ourselves as 
warmly as we could without making 
our clothing too burdensome. We all 


wore ice creepers which are spiked 
metal plates with straps which fasten 
to one’s shoes and help the footing on 
the ice. We also took along some lunch 
and an ice breaker which is a long 
pointed steel rod used to test the ice to 
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determine whether or not it was safe 
to walk on it. We again bade the 
family adieu and started out on what 
proved to be a novel but an unfortu- 
nate experience for me. 

As the three of us walked on the ice 
a giddy feeling came over me not at all 
unlike that which | experienced the 
day we came over to the island on the 
boat. This feeling soon left me, how- 
ever, and as we walked in single file, 
Paul, with the ice breaker, in the lead, 
then Arni, and myself in the rear, my 
thoughts began wandering to that un- 
finished report and I unconsciously 
began to paraphrase comments that | 
intended to make. This same semi- 
consciousness proved my undoing for 
as we were all walking with our bodies 
bent forward into the wind, the two 
boys in front were not watching my 
progress and | wandered slightly off 
the trail Paul was blazing. 

Suddenly the ice seemed to sink 
from beneath my feet and I screamed 
for help. In a moment I was waist 
deep in broken ice and slush, clutching 
for dear life itself onto the solid ice in 
front of me. My arms were slipping 
on the ice. It was only Paul’s quick- 
ness and presence of mind that saved 
ime from going completely under. In 
a moment he was as close as he could 
get to me on solid ice. He thrust the 
ice breaker over the edge of the ice 
and under my right arm so that | 
could hold onto it and keep from slip- 
ping any further. Arni was soon at 
Paul’s side and the two of them man- 
aged to pull me safely out. 

Fortunately, we had not traveled 
very far at the time of this incident and 
were not so very far from the nearest 
fisherman’s house. During the walk 
back I was in somewhat of a daze with 
recurring thoughts of that unfinished 
report. Assets and liabilities just 
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crumbled in a heap while profits and 
losses danced in the snow. Somehow 
or other we managed to get to the 
house and [| was soon wrapped in 
warm blankets with my feet inside the 
kitchen stove. So ended any thoughts 
[ had entertained of getting to the 
mainland that day. 
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Wednesday morning prospects were 
a little brighter. The winds had 
shifted somewhat and the temperature 
had gone up to 10° below zero. Some 
of the fishermen had called at the house 
and reported that a good deal of the 
ice had broken and it would be possible 
for us to break through the remaining 
ice with the mail-boat. For the third 
time in as many days we bade our 
farewells to the family. We again 
started the long hike to the boat but 
the walking was somewhat easier than 
it had been the first day, although con- 
siderably more treacherous. Holes had 
been cut in the ice at various distances 
to allow the water to come to the sur- 
face and soak up the snow. In some 
places the snow had been too deep so 
that there was a good deal of slush ice. 

After spending about an hour in 
warming up the engine and thawing 
out frozen pipes on the boat we started 
on a stretch of two hours of bucking 
ice. By way of explanation, this ice 
bucking is done by ramming the bow 
of the boat into the ice, backing up a 
few feet and ramming into the ice 
again. It is a very slow and tedious 
process as a boat the size of our tug 
could break through only a few yards 
of ice with each buck. When finally 
we got out into open water we found 
the steam clouds to be exceedingly 
thick. In fact, sometimes it was so 
dense that the bow of the boat would 
be barely discernible. 














Traveling this way was of course 
quite dangerous as the waters have low- 
ered considerably during the last few 
years, so that the channel is hard to fol- 
low even in good weather. Buoys are 
used to mark it but none were to be 
seen. Captain Carl G., with eyes 
trained for such emergencies, during a 
slight lift in the steam, saw what looked 
like a young iceberg ahead, but he de- 
termined it to be a buoy weighted down 
beneath the water’s surface by ice. 
Steering the boat as close to it as pos- 
sible, Paul struck it several blows with 
an axe and it popped six feet out of 
the water when released from its icy 
covering. 

Our main difficulty now was the 
steam surrounding us. Occasionally 
it lifted and we could see the tree tops 
of Pilot Island, our only landmark. We 
were scheduled to stop there and pick 
up the light-keeper, but as it was ques- 
tionable whether we would be able to 
get into the dock and Captain Carl G. 
was anxious to get back to Washing- 
ton Island before dark, we proceeded 
straight ahead. 

Another hour’s run and we came 
upon the unwelcome sight of a harbor 
of ice blocking our passage to the 
shore on which we wanted to land. 
The ice was full of pockets making it 
unsafe to walk on but still there was 
too great a distance to buck through, 
as the time required would have made 
it impossible for the boat to get back 
before dark. Looking through spy- 
glasses we could see fresh tracks in the 
snow down to the dock which meant 
that the land mail-carrier had been 
down to meet the mail-boat, appar- 
ently giving up hope that we were 
coming, and had gone back. Even if 
we had been able to get ashore at that 
time it would have meant a hike of 
seven miles through woods and fields 
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to the nearest town. With a feeling 
of despair we undid all we had accom- 
plished and plied our way back to 
Washington Island. By this time that 
unfinished report had become a night- 
mare, 

Thursday morning came and with it 
a different feeling in the air. The sun 
shone warmly, the winds had remained 
constantly favorable, and we knew that 
if ever we were to cross this would be 
the day. There was much jesting that 
morning about our repeated goodbyes, 
and my wife’s little sister stated that 
she was all out of tears and would 
have to say goodbye without crying. 
Once again we started for the boat and 
| am thankful to say it was the last 
time. Although we were getting used 
to these morning jaunts this last one 
proved the most trying. The wind, 
although being favorable as far as the 
ice was concerned, was directly in our 
faces and more than one ear and cheek 
was frost-bitten that morning. We 
were pleased to see on arriving at the 
boat that all the ice on the far side had 
moved out and open water was ahead. 
It is an odd feeling to stand on the 
brink of the ice and know that there 
are fathoms of water beneath. 

The steam had lifted considerably 
and we had few difficulties until run- 
ning into the path of a huge island of 
floating ice about a half mile wide. It 
was moving east, Captain Carl G. 
judged at about three miles an hour, 
and as we were going south and travel- 
ing slowly through it the ice carried us 
quite a way out of our course. I shud- 
dered to think what would happen if 
our motor were to become disabled 
and we were hemmed in by all that 
moving ice. By zigzagging we finally 


got clear although our motor died 
once because of ice in the wheel. 
Just as the wind had carried most of 
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the ice out of the east channel at Wash- 
ington Island, so had it done at Europe 
ay, our landing place on the main- 
land. $y careful maneuvering we 
managed to get within a few hundred 
yards of shore. There the water was 
too shallow for further passage so we 
were obliged to wait for the land mail- 
carrier to take us ashore by rowboat. 
Carrying all the luggage, mail and pas- 
sengers ashore required several trips, 
and as the temperature was still below 
zero this was far from pleasant work. 
Well, our troubles weren't over but 
we were on the mainland at last. Our 
car had been left at a landing place 
several miles north which had filled 
with ice since we went to the Island. 
Knowing that the car would be frozen 
and probably under a blanket of snow, 
we rode the seven miles to the nearest 
town with the mail-carrier in an open 
sleigh drawn by two of the world’s 
slowest horses. One was blind and we 
suspected the other of having worse 
infirmities. All things necessarily 
coming to an end, we finally arrived 
in town and secured a garageman with 


a substantial tow truck. He drove to 
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where our car was parked and towed 
it back to the garage where it was put 
in condition for another all night drive. 
Dusk was falling as we started on our 
southern journey, tired, cold, and ex- 
pecting the worst to happen at any 
time. 

On the trip back to Chicago at about 
2:30 A. M., a wrong turn landed us in 
a snow covered ditch. No amount of 
maneuvering could dislodge us until 
the chains were attached. Imagine 
putting on and removing chains under 
those conditions. My whole frame 
shook and my teeth chattered so as to 
make words inaudible. 

Arriving in Chicago we became more 
cheerful when anticipating a 
apartment and a hot bath—if the 
janitor hadn’t failed us. But by that 
time we were looking for failures. 

Our little apartment had never be- 
fore seemed so comfortable. It is 
going to be the ideal spot to lounge in 
and make plans for our next Christmas 


trip to—any place but Washington 
Island. 


warm 


P. S. THe Report Was FINALLY 
COMPLETED. 














LRBo& M. JOURNAL 


The L. BR. B. & M. Fournal 


Published by Lybrand, Ross Bros. & Montgomery, for free distribution to mem- 


bers and employees of the firm. 





The purpose of this journal is to communicate to every member of the staff and 
office plans and accomplishments of the firm; to provide a medium for the ex- 
change of suggestions and ideas for improvements; to encourage and maintain 
a proper spirit of cooperation and interest and to help in the solution of com- 


mon problems. 





PARTNERS 


New York 
Philadelphia 
New York 
Philadelphia 


Wirti1am M. LyBranp 
T. Epwarp Ross 
Rosert Hl. MONTGOMERY 
Joserpu M. Pucu 


Water A. STauB New York 
H. Hittron DuMBRILLE New York 
Joun Hoop, Jr. Philadelphia 
Homer N. SWEET Boston 
Tuomas B. G. HENDERSON New York 
Georce R. Keast San Francisco 
PRIOR SINCLAIR New York 
MASSACHUSETTS 
Cart T. KELLER Boston 
EUROPE 
Arnoip T. Davies London 
Francis J. H. O'DEA Serlin 
Victor L. Norris London 
Leonarp C, Davip Paris 


Hermon F. Beti 
Georce R. DRABENSTADT 


New York 
Philadelphia 
A. Karvi Fiscuer 
Watter B. Gipson 
A. CHartes Guy 
CLARENCE R. 


Philadelphia 
Los Angeles 
Cincinnati 


Haas Philadelphia 


NorMan J. LENHART New York 
Wicit1am F. Marsu Pittsburgh 
Homer L. MILLER Chicago 
Donatp P. PERRY Boston 
DonaLp M. RusseELi Philadelphia 
Watter L. SCHAFFER Baltimore 
Conrap B. Taytor New York 
TEXAS 
Witit1am LP. PETER Dallas 
ALBERT G. Moss Dallas 
J. F. Stuart Artuur Dallas 











N. R. A. Calls Colonel 
Montgomery 


The following Washington dispatch 
in the New York Herald Tribune of 
January 17, 1934, notes Colonel Mont- 
gomery’s appointment to the important 
post of chief of the division of research 
and planning in the National Recovery 
Administration : 


Colonel Robert Heister Montgomery, in- 
come tax attorney and accounting specialist 
of New York and Washington, today was 
named chief of the N. R. A.’s division of 
research and planning, filling the vacancy 
left by resignation of Dr. Alexander 
Sachs, of New York. Montgomery, until 
recently a member of the administrative 
board of Columbia University School of 


Business, has been since 1898 a member of 


the law* firm of Lybrand, Ross Bros. & 
Montgomery, which maintains offices in 
New York and Washington. 

This appointment continues the rec- 
ord of Colonel Montgomery’s service 
to the national government, which be- 
gan with his participation in the Span- 
ish-American war as a member of Bat- 
tery A of Philadelphia, which served 
in Porto Rico and continued with his 
service as the army’s representative on 
the price-fixing committee of the War 
Industries Board during the World 
War and the work done by him for the 
Shipping Board in the reorganization 
of its accounts in 1921. 


W. A. S. 


*Editor’s Note: A misprint; should have read 


“accounting.” 
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Some Important Features of the Ohio Personal 
Property Tax Law 


By F. C. DENNIs 
(Cincinnati O fice) 


The 1931 personal property tax law 
effected many changes in the tax laws 
and procedures with reference to per- 
sonal property of individuals and cor- 
porations resident, or licensed to do 
business, in the State of Ohio. A\l- 
though comprehensive regulations were 
issued promptly by the Tax Commis- 
sion and many articles were written 
and speeches delivered by various 
county auditors, prosecutors and others 
covering the reporting of personal 
property, there were many questions 
about which the taxing authorities and 
the taxpayers, lawyers and public ac- 
countants had distinct differences of 
opinion. During the past two years 
numerous rulings and decisions have 
been made by the Tax Commission 
which tend to clarify its present posi- 
tion and to indicate its probable atti- 
tude in the future. A few debatable 
questions have been carried to the 
courts and it is to be expected that 
some of the matters discussed herein, 
particularly the taxable value of ma- 
chinery and equipment used in busi- 
ness, will be carried to the courts 
eventually. 

Although a detailed discussion of 
some phases of the personal property 
tax law might be desirable, we believe 
that a brief consideration of certain 
matters based on practice before the 
Tax Commission and experience in 
preparing the returns will be more 
interesting and more valuable. 

Perhaps the taxable value of no 
other item of taxable personal property 
is of as much importance to the tax- 


payer and is the subject of so much 
controversy as that of machinery and 
equipment used in business. In the 
case of comparatively new plants such 
taxable value has been considered by 
the Tax Commission in most instances 
to be the cost or ledger value less ac- 
cumulated depreciation as at the tax 
listing date. However, in older plants 
if the allowance for depreciation of a 
machine or an item of equipment is 
greater than seventy per cent. of cost or 
ledger value, the Tax Commission has 
ruled that the taxable value shall not 
be less than thirty per cent. of cost or 
ledger value. In computing such ad- 
justment to the property values the 
Commission has recognized and given 
effect to differences between original 
and replacement costs if such differ- 
ences were substantial. In adjusting 
the property values the Tax Commis- 
sion usually considers only the prop- 
erty accounts and appraisals are not 
made by the tax authorities unless an 
agreement cannot be reached with the 
taxpayer. Many taxpayers have as- 
sumed that proper adjustments of their 
asset and allowance for depreciation 
accounts have been made for ma- 
chinery and equipment scrapped, 
abandoned or traded in. A careful in- 
vestigation however has disclosed that 
in many instances such was not the 
case. As a general rule, unless the 
annual procedure in connection with 
the accounting for machinery and 
equipment has been as comprehensive 
as that employed in connection with 
inventories, it has been found that in 














LBS RM. FOCRNAL 








plants which have been in existence for 
approximately ten years or more, many 
machines and pieces of equipment have 
been disposed of but no adjustment 
has been made in the accounts. 

During the past year we have made 
physical inventories of machinery and 
equipment and have installed plant 
ledgers for several clients. Although 
the types of industries were radically 
different we found that in each plant 
the asset and allowance for deprecia- 
tion accounts were overstated by sub- 
stantial amounts but that there was 
little or no change in the net amounts 
of the two accounts. 

These plant inventories have been 
passed upon favorably by the tax au- 
thorities. They have informed one of 
our clients recently that if assurance 
is given that a physical inventory of 
machinery and equipment will be taken 
by us and a plant ledger installed, the 
additional assessment which is now 
proposed will be held in abeyance 
until our plant ledger has been com- 
pleted and submitted to them for ex- 
amination. 

In addition to the points mentioned 
above, there are many factors to be 
given consideration in connection with 
the listing of machinery and equipment 
for personal property taxation. We 
are convinced that unless an Ohio tax- 
payer has his plant accounts investi- 
gated and properly adjusted he is likely 
to be paying excessive taxes annually. 

The lack of accurate monthly inven- 
tories of raw materials, work in 
process, finished goods, etc., may cause 
merchants or manufacturers to pay 
excessive taxes. Since it is not un- 
usual to find that only annual or semi- 
annual physical inventories are taken 
and that perpetual inventories cover 
only quantities and not values, it is 
probable that monthly inventories com- 


puted by the gross profit or similar 
methods will be overstated materially. 
In plants operating on a greatly re- 
duced production schedule the unab- 
sorbed burden is often substantial in 
amount. The methods usually em- 
ployed by the Tax Commission for 
computing monthly inventories, where 
such inventories are not available from 
the taxpayers’ records, include all or a 
substantial portion of the unabsorbed 
burden in the average monthly inven- 
tories. It is evident that unless each 
monthly inventory is determined with 
some care and on the same basis as the 
inventories at the beginning and end 
of the year it is quite probable that the 
average monthly inventory will be over- 
stated and the taxes paid will be in 
excess of the amounts required by the 
law. 

Certain items commonly considered 
as deferred charges are taxable as 
tangible personal property. Such 
items include advertising matter, 
printed forms and stationery, electro- 
types (although not usable without 
alteration) and various other tangible 
items. 

Several amendments were made to 
the law during a recent session of the 
Ohio legislature by S. B. No. 30, Acts 
of 1933. Although these amendments 
were in the main in regard to admin- 
istration there were several which had 
to do with changes in the application 
of the law such as definition of current 
accounts receivable and payable to in- 
clude only “items receivable or pay- 
able on demand or within one year 
from the date of inception.” Prior to 
amendment the law provided that, 
“current accounts include items receiv- 
able or payable within one year how- 
ever evidenced.” This amendment will 


prevent the taxpayer from deducting 
from credits serial notes payable if the 
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terms of such notes are for more than 
one year. Heretofore, it was permis- 
sible and proper to deduct from credits 
those notes which became due within 
one year from tax listing date. 

S. B. No. 30 also provides that laun- 
dries and dry cleaners are manufac- 
turers and that their machinery, imple- 
ments and tools used in business shall 
be listed and assessed at fifty per 
cent. of the true value thereof in 
money instead of at seventy per 
cent. as heretofore. 

The Tax Commission has indicated 
that in its opinion bonds of a corpora- 
tion owned by it and held for retire- 
ment are taxable as productive or non- 
productive investments dependent on 
whether or not the interest on such 
bonds is being paid or is in default. It 
would appear however from the At- 
torney General’s Opinion, O. A. G. 
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1924, No. 2031 that bonds 
retirement are not taxable. 

In conclusion we wish to point out 
that the personal property tax law is 
very comprehensive, that the taxing 
authorities are making an honest and 
intelligent effort to apply it, that there 
are many points in addition to those 
discussed herein concerning which final 
determination has not been reached, 
and that the taxing authorities, the 
taxpayers and tax advisers have many 
serious problems and no doubt contro- 
versies ahead of them. In order that 
the taxpayer may pay the tax that is 
due and no more and also that the 
present quality of our service to our 
clients may be not only continued but 
improved, it is imperative that the 
most careful and thorough considera- 
tion be given to each item in a per- 
sonal property tax return. 


held for 





Notes 


Mr. Staub has continued to respond 
to the speaking invitations which have 
been coming to him as President of 
the New York State Society of Certi- 
fied Public Accountants. On Novem- 
ber 11 he attended the all day meeting, 
and participated in its program, of the 
Society of Certified Public Account- 
ants of the State of New Jersey, which 
was held at Atlantic City. 

The following week he attended the 
Michigan Accounting Conference 
which was held at the University of 
Michigan, Ann Arbor, on November 
17 under the joint auspices of the 
Michigan Association of Certified 
Public Accountants and the School of 
Commerce of the University. He ad- 
dressed the conference on the subject 
of the Federal Securities Act. 


The December 15th N.A.C.A. Bul- 
letin contained the following reference 
to the meeting of the Brooklyn Chap- 
ter, which was addressed by Mr. 
Staub: 


The third chapter meeting of this season 
was held at the Granada Hotel on Novem- 
ber 15, and had the largest attendance of 
any meeting since the organization of the 
Chapter. Walter A. Staub, C.P.A., Partner 
of Lybrand, Ross Bros. & Montgomery, was 
the speaker. Mr. Staub, a recognized tax 
authority, spoke on Taxes. Mr. Staub has 
for many years been a member of the 
N.A.C.A. and is now President of the New 
York State Society of Certified Public Ac- 
countants. He discussed the recent laws, 
regulations, Treasury decisions and court de- 
cisions. He pointed out that even though 
President Roosevelt's intention is to discon- 
tinue the capital stock tax and the excess 
profit tax after the repeal of the 18th 
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Amendment, he may be forced to reenact 
them or similar taxes because of the pres- 
sure upon the Government for revenue with 
which to carry on its vast reconstruction 
program. 

Mr. Staub answered a number of questions 
that were asked from the floor. 

Those attending the meeting were well 
repaid and greatly pleased. It is our wish 
that we may again at some future date pre- 
vail upon Mr. Staub to speak to us. 


On December 14 Mr. Staub ad- 
dressed the Washington Chapter of 
the National Association of Cost Ac- 
countants on ‘Adjustment of Balance 
Sheets to Present Business Require- 
ments.” 


Mr. Homer L. Miller was recently 
elected Vice-President of the Illinois 
Society of Certified Public Account- 
ants, having served for a number of 
years as its Secretary and Treasurer. 
Mr. Miller is also Chairman of the 
Committee on Accounting Require- 
ments under the Illinois Business Cor- 
poration Act, and is also Chairman of 
the Committee on Cooperation with 
Bankers and Exchanges. He has been 
appointed by the National Recovery 
Administration as Economist of the 
Code Committee of the Salt Producing 
Industry. 


Mr. H. C. Hawes, of the Chicago 
office, is a member of the Meetings 
Committee and of the Committee on 
Investigations and Complaints of the 
Illinois Society of Certified Public Ac- 
countants. He is also Chairman of 
the Society Auditing Committee and is 
a member of the Auditing Committee 
of The Chicago Association of Com- 
merce. 


The following note appeared in the 
January 15, 1934, issue of the N. A. 
C. A. Bulletin: 


The fourth meeting of the season, held 
December 12 at the usual place, Mona Lisa, 
was certainly a huge success. The Chapter 
was very fortunate in getting Walter B. 
Gibson, Resident Partner of Lybrand, Ross 
Bros. & Montgomery, as the speaker of the 
evening, whose subject was “Budgets.” It 
so happened that we were not only honored 
with Mr. Gibson’s presence, but practically 
the entire staff of the accounting organiza- 
tion, numbering eight in all, who put on 
what we believe one of the most clever two- 
act plays, driving home to each and everyone 
present that there is more to budgets than 
merely a group of figures. The play was 
very interesting from the standpoint of 
amusement as well as education, and words 
cannot express the credit due Mr. Gibson 
and his organization. Mr. Gibson is a grad- 
uate of Dartmouth College, and a M. C. S. 
of the Amos Tuck School of Administra- 
tion and Finance. 


Mr. T. W. Mohle, manager of our 
Houston office, is Secretary of the 
N.A.C.A. Chapter in that city. 


Mr. C. M. Martin, of our Chicago 
office, is serving as a member of the 
Education Committee of the Illinois 
Society of Certified Public Account- 
ants. 


Mr. C. W. Schelb, at the same office, 
is teaching a course in cost accounting 
at the Walton School of Commerce. 


Recent recipients of C. P. A. degrees 
include the following members of the 
Chicago staff: Mr. W. D. Buge, Mr. 
N. J. Nevins and Mr. H. R. Ponder. 
Mr. W. D. Buge, Mr. Henry Hufnagle, 
Mr. N. J. Nevins and Mr. A. F. 


Powell have been admitted to mem- 
bership in the American Institute of 
Accountants. 
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